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A NEW VIEW OF THE THEORY OF WAGES. 



Like many familiar words whose meanings seem per- 
fectly clear and simple, the word " wages " has different 
significations, which are liable to be confused. It some- 
times means the earnings of labor, — the remuneration, 
that is, which the laborer obtains as the result of his 
labor, and which is measured in the various commodities 
entering into his consumption. Again, it sometimes 
means the cost of labor to the employer, — that is to say, 
the price which he pays for labor in money as the repre- 
sentative of general value, money being the standard in 
which he estimates wages in common with his other ex- 
penditures and with his receipts. These two meanings 
of the word " wages " correspond to two different aspects 
of labor ; for, in considering labor, we may attend princi- 
pally either to the sacrifices involved in it or to the useful 
services which it renders. The laborer, in anticipation of 
the recompense to be received, submits to the sacrifice and 
undergoes the irksomeness implied in the word " labor." 
But the sacrifice and irksomeness of labor would secure 
it no market, and would be utterly insufficient to endow 
it with exchange value. On the other hand, the services 
of labor in affording direct gratifications or in producing 
useful commodities alone procure a sale for it ; and these 
services are weighed by the purchaser in the same scale 
with the utility of material commodities or of the services 
which such commodities render. 

By far the more interesting of the two aspects of the 
wages question is the problem of the laborer's remunera- 
tion, for that determines the welfare of the greater part 
of mankind. To this, the merely commercial question of 
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the price of labor is really subordinate. For the in- 
quiries of political economy have for their ultimate object 
the gratification of human wants ; and questions as to the 
mechanism by which this is attained are in reality merely 
subsidiary thereto. 

For this reason, there is a natural eagerness to solve 
at once the question of remuneration by making it the 
direct object of inquiry. But, if we would attain any 
valuable and trustworthy results, we must not expect to 
reach our conclusions at a jump, but must travel cau- 
tiously step by step along the path of cause and effect, 
inquiring carefully as we go into the reasons why labor is 
bought and sold and into the conditions which must be 
fulfilled in order that its price may be in equilibrium. It 
is clear that the price can only be in equilibrium when 
the supply and the demand are equal, and that the rate 
of wages must be such as to make them equal. To in- 
quire how wages do this — to examine, that is, more 
closely into the mechanism whereby the equation of sup- 
ply and demand is realized — is the object of the pres- 
ent paper. And this is the only natural and right way 
to proceed in inquiring into the law of the price or value 
of anything whatever. If some writers have neglected or 
abandoned it in the case of labor, they have probably done 
so because they have been unable to see how it issued in 
any solution of the question. Should we succeed in find- 
ing a solution in this way, it is not likely that any one 
will cavil at the method we pursue. 

If, after investigating the influence of price, we should 
find how supply and demand are made equal, it would 
then be in place to inquire more particularly into the 
other factors which join to constitute the supply and 
demand ; but to do so would probably exceed the limits 
of a single paper. 

There are but two ways in which the supply and the 
demand of anything can be made equal : one is by the 
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action of price upon supply, the other is by the action of 
price upon demand. Now, the supply of labor is in the 
main a question of population ; and the influence of the 
price of labor upon the population only takes full effect 
after a long series of years, — not less, indeed, than an 
entire generation. Its laws have therefore usually been 
treated by economists in connection with the principle of 
population. But if moderate periods of time only are 
under consideration, the influence of price upon supply 
being so long delayed, and being also for that very reason 
deeply interwoven with other causes, we may disregard 
its effect. It is under this condition that economists have 
generally sought to lay down the law of wages ; and in 
this course we shall follow them. The law thus sought 
is the law of what Ricardo called market wages as dis- 
tinguished from natural wages, by which latter term he 
meant that remuneration which would just suffice, on his 
theory, to induce laborers to maintain population at its 
actual amount. Supply being treated as stationary, it 
follows that the equality of supply and demand, which is 
the condition of the equilibrium of price, can only be 
reached by the influence of price upon demand. 

The condition of the problem as laid down above 
clearly indicates in what meanings we should use the 
words "labor" and "wages." We must use them in 
those meanings in which they influence the demand for 
labor. By the word "labor" we shall therefore mean the 
services which the laborer renders, because, as we have 
already seen, these alone give rise to a demand for labor. 
By the word "wages" we shall mean money wages, 
money being the commodity in which the employer com- 
pares the cost of wages with the cost of other things. 

The problem of wages therefore, as I present it, is merely 
the problem of the price of labor.* But, when this prob- 

* For the sake of clearness, I shall commonly use the expression " price of 
labor" instead of "wages." In so doing, I of course ignore the influence of 
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lem is solved, it will be an easy step to apply our conclu- 
sions to the solution of the intrinsicallly more important 
and interesting problem of the laborer's remuneration ; 
for this latter is the resultant of the price of labor and of 
the price of those commodities which the laborer con- 
sumes, assuming always that the quality of labor is the 
same. 

II. 

Wages, or the price of labor, will be in equilibrium when 
the demand just equals the existing supply; and this will 
occur when it pays employers to hire the whole number 
of laborers who are seeking employment, and no more 
and no less. 

People wish to hire or buy the services of labor for the 
very same reason that they wish to buy anything else, — 
simply because these services afford an immediate gratifi- 
cation or aid in producing material objects which do so. 
In other words, the hiring of labor, like the purchase of 
any commodity, is either for the purposes of productive 
industry or of unproductive expenditure. 

In productive industry, every form of investment is 
open to the employer. He may lay out capital on build- 
ings or machinery. He may expend it in improvements 
of the soil or in the purchase of beasts of burden or of 
other animals. He may keep little or much of it locked 
up in the form of materials or of money. All these things 
are embraced in what may be called auxiliary capital. 
On the other hand, the employer may use his capital to 
buy labor, either slave or free, according to the institu- 
tions and laws of the particular country. In all cases, he 
is governed by one and the same motive, — namely, the 
desire for gain ; and, according to his expectations as to 
the comparative profit to be reaped, he turns capital into 

changes in the value of money, as I may safely do in the limits set for this 
discussion, trusting to the reader's intelligence to make the necessary correc- 
tion in any application he may make of my results. 
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one field or into another. He does not buy labor until 
he has compared the profit to be got by so doing with 
that obtainable by a different outlay. Upon his decision 
depends the demand for labor. If labor commands a high 
price, he economizes in its use and employs more auxil- 
iary capital. If its price falls, he gradually increases his 
use of it and curtails his other expenditures. At every 
rise in price, some of its uses are abandoned and demand 
shrinks. Every fall in the price enlarges the field of em- 
ployment and stimulates the demand. 

What is here stated of labor is equally true of every- 
thing else ; and not only is it true of each particular com- 
modity, it is true also of auxiliary capital as a whole. 
The use of any tool increases as its cost declines, and vice 
verm; and in the same way the general use of auxiliary 
capital increases relatively to the use of labor, as the rate 
of interest or price of using capital falls. Where the in- 
terest on a given amount of capital is less than the price of 
such labor as would do the same work, auxiliary capital 
is used. Where the price of labor is less than such inter- 
est, labor is used. If a man can be hired to do a certain 
piece of work for one hundred and ten dollars, and if when 
interest is at six per cent, a machine can be hired for one 
hundred and twenty dollars that will do the same work, 
then, so long as the rate of interest remains at six per 
cent., labor will be employed ; but if interest falls to five 
per cent., and the hire of the machine falls in consequence 
to one hundred dollars, then the machine will be em- 
ployed. The dividing line between the use of capital and 
the use of labor varies with the rate of interest and with 
the price of labor ; and in those intermediate cases which 
are close to this line, and in which advantage wavers 
between labor and capital without clearly deciding itself 
for either, the wages of such amount of labor and the 
interest of such amount of capital as are just able to do 
the same work or to supplant the one the other are equal, 
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and the prices paid in such cases for interest and for labor 
determine the prices paid for them in all their employ- 
ments.* 

The choice of the employer between using labor and 
using auxiliary capital to produce any given result de- 
pends upon their relative costs; and upon his choice 
depends the demand for each. Demand will only be at 
rest when it is impossible for the employer to change ad- 
vantageously the allotment of his capital, between the use 
of labor and that of tools or beasts, instruments or mate- 
rials, buildings or any of the manifold forms in which cap- 
ital assists or supplements, saves or supplants labor. 

Under the system of slavery, — slaves being capital just 
the same as beasts are, — it is clear that the employer 
must receive an equal return for the use of an equal 
amount of capital, whether in slaves or in horses, in 
ploughs or in lands. But the price of free labor is the 
same as the interest on the price of slaves (adding thereto, 
of course, the cost of maintaining them). The freedman 
has just the same ownership in his own labor as his former 
master had ; and though it may not occur to him to esti- 
mate the value of the property he has acquired, and 
though his powers are no longer quoted at their capital- 
ized value, this is simply because they are not sold in that 
form, but are rented out by him from day to day. The 
employer's purpose in buying or hiring them is, however, 
the same, — so to employ his means as to obtain the 
greatest returns for his outlay. 

In unproductive expenditures there is the same rivalry 
between labor and capital as in productive industry. Con- 
sumers may prefer grand houses, sumptuous furniture, and 

*It may be objected that, as capital is used to pay labor, therefore the 
substitution of auxiliary capital for labor in any employment, or vice versa, 
cannot affect the amount of capital used in that employment nor the rates of 
interest or of wages. But this objection would overlook the fact that the 
amount of capital necessary to supplant a given amount of labor is far greater 
than the amount needed to pay the wages of that labor. Indeed, it is the capi- 
talized sum of which wages would equal the annual interest. 
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splendid equipages, or rich viands and costly wines, or the 
services of teachers or of musicians and actors, of soldiers, 
retainers, or menials ; and, as the captain of industry aims 
to get the greatest product for the least cost, so the 
consumer aims to get the most gratifications for the least 
outlay, and is to no small degree guided in his selection 
by the comparative costs of the various forms of expendi- 
ture which offer themselves to him. 

From what has been said, it appears that the demand 
for labor can only be equal to the supply when the price 
is such that the employer can gain no pecuniary advantage 
by substituting either labor or auxiliary capital the one for 
the other in any of their various uses. Whenever this 
condition of things exists, price is in equilibrium ; for 
otherwise demand would either exceed or fall short of sup- 
ply. At any higher price of labor, employers would hasten 
to substitute for it the use of tools or other forms of auxil- 
iary capital in those operations where there had already 
been but little advantage in using labor ; and demand for 
labor would therefore slacken and fall short of supply. At 
a lower price, employers would withdraw auxiliary capital 
from some of the operations where its advantages had been 
already small, and would buy labor instead ; and demand 
would outrun supply. Thus the very aberrations of price 
from its normal rate set forces at work which in the end 
restore its equilibrium. 

It is true that changes in other circumstances, that 
misinterpretations of the industrial position, or untoward 
struggles to raise or to lower price, do continually disturb 
the market. But it is not necessary that the equilibrium 
be ever exactly realized, or that it should prevail undis- 
turbed. Water seeks its own level, but yet the sea is 
never quite smooth ; and so, whatever fluctuations sweep 
over the wages market, price forever gravitates toward 
that figure at which no portion of capital devoted to the 
purchase of labor can be more profitably converted into 
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auxiliary capital, and no portion of auxiliary capital can 
be more profitably diverted to the purchase of labor, and 
it never in a state of perfect competition remains long re- 
mote from this level. This is, after all, but an application 
of Adam Smith's old maxim, that the profits of capital 
must be equal in each of its employments. 

That the substitution of labor and auxiliary capital for 
each other may be induced by changes in the rates of inter- 
est and of wages is a truth' which has commonly been over- 
looked by economists. Thornton, in the vehemence of his 
refutation of the wages-fund theory, went so far as to as- 
sert, and in this he obtained the adhesion of Mr. Mill, that 
in the case of labor " demand does not increase with cheap- 
ness " (p. 87, Thornton On Labor, 2d edition). Because 
labor is indispensable, it seemed to these distinguished 
economists that no part of it could be curtailed, and that 
no increased amount would be used, owing to change of 
price. Mill even proclaimed that expenditure in wages is 
limited only by the aggregate means of the employing 
class (deduction being only made of the amount required 
to maintain themselves and their families), which implies a 
state of industry in which tools are discarded, and where 
the completion of the product follows so rapidly as to dis- 
pense even with the necessity of carrying a stock of partly 
finished materials. (Dissertations and Discussions, iv. 
p. 44.) 

Labor certainly is indispensable. Auxiliary capital can- 
not work unattended by labor ; and we may add that in 
modern civilized industry labor seldom works unsupple- 
mented by auxiliary capital. Many necessary things can 
only be done by labor, and many others can only be done 
by the use of natural agents or of auxiliary capital. Others 
still can be done equally well by the use of either of them. 
Of the vast number of processes which are carried on by 
machinery, the greater number perhaps could be executed 
as well by hand labor. Machinery is preferred simply be- 
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cause the cost of production is lessened by its use. Also, 
in many processes now executed by band, machinery would 
be equally efficient ; but it is not used, because it would in- 
volve a greater cost of production. In these cases, oppor- 
tunities for labor or for auxiliary capital to supplant the 
one the other only occur when either the price of labor or 
the cost of using machinery changes. In some cases, a 
great change only will afford such opportunities : in other 
cases, a small change will suffice. But there are other 
cases in which the cost is equal, or very nearly equal, 
whether labor is employed or auxiliary capital. In such 
cases, the slightest change in the price of labor immediately 
affects the demand for it.* 

The condition, therefore, upon which demand will equal 
supply is as follows : The price of a given amount of labor is 
equal to the price which is paid for the use of such amount of 
auxiliary capital as can replace it in those operations where 
the two things may be indifferently employed with equal pecu- 
niary advantage. This we may call the law of wages. 

To illustrate the working of this law, we may arrange 
all operations in a scale showing the relative cheapness of 
using labor and of using auxiliary capital in each case. 
The gradations in this scale will be as many as the minute 
degrees in which the relative cost of these two methods 
differs in the infinite variety of possible operations. Where 
the cost is just equal, labor and capital will be used indif- 
ferently. On either side of this point, that one of the two 
will be employed which is relatively the cheapest. Where 
it is cheaper to hire labor, labor will be used. Where it is 
cheaper to hire the use of auxiliary capital, auxiliary capi- 
tal will be employed. In some operations there will be an 
advantage in the use of auxiliary capital which cannot be 
overcome ; in some there will be a similar advantage in the 

* Men substitute mechanical for muscular forces because they are cheaper. 
In the great majority of cases, the development of machinery is the escape from 
the clearness of labor. (J. E. T. Rogers's Political Economy, p. 128, 2d edition.) 
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use of labor. These advantages on both sides will gradu- 
ally shade away until they disappear or merge in those 
operations where the same results can be had with equal 
profit to the employer, whether labor is used or some form 
of auxiliary capital. 

And, if we suppose the gradations in the scale to be of 
infinitely minute amounts, it follows that at every price 
of labor there will be some occupations where the costs of 
using labor and of using capital are identical. And (always 
disregarding the effect of economic friction and of the dis- 
like of change) it follows that, at whatever point this 
equality of costs exists, labor and auxiliary capital will 
there be employed indifferently ; while on one side of it 
labor alone will be used and on the other side capital ex- 
clusively, but always at the same prices as where the cost 
is the same of using either. 

Among all the occupations in which it would be possible 
to employ either labor or capital to produce the same 
result, a given amount of labor will at this point where 
the costs are equal supplant less capital than in any other 
occupation where labor is actually used instead of capital ; 
and, similarly, a given amount of capital will at this point 
supplant less labor than anywhere else where capital is 
actually employed instead of labor. It is therefore a pecu- 
liarity of those occupations in which labor and capital can 
be used indifferently that in them a given amount of either, 
whether it be of labor or whether it be of capital, will sup- 
plant a less amount of the other than anywhere else, where 
it is actually and constantly employed. 

In all other employments where capital is used, it has 
some decided economical advantage over labor ; and, simi- 
larly, wherever else labor is used, it has some decided ad- 
vantage over capital. Only in this common field do their 
relative advantages merge, which comes to saying that 
each is here at its least or final utility relatively to the 
other. And, as the price paid for the use of labor and 
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capital in each of their other employments is the same as 
it is here, we arrive at the conclusion that, just as the final 
utility of every commodity fixes its absolute price, so the 
relative final utility of labor and of capital fixes the rela- 
tive prices paid for the use of them. 

III. 

To accurately compare the costs of employing labor and 
auxiliary capital requires that we include not only the 
prices paid directly for the use of each, but also all outlays 
of every kind incident to that use. 

The hire, or price, of labor covers its whole cost, or all 
but a trifling part of it. The principal element of the cost 
of using capital is interest : interest alone is really paid as 
compensation for its use. But interest is by no means the 
only element of cost. In order to keep it intact and pro- 
vide against sudden loss or gradual depreciation, there 
must be provided, in addition to interest, a fund for insur- 
ance and renewals, or wear and tear. These things vary 
greatly with the nature of the particular business ; while 
interest, strictly speaking, does not so vary. And, besides 
insurance against loss by sudden destruction or by the 
dilapidation of gradual wear and tear, there must be an 
insurance provided against the possible depreciation in 
value arising out of the instability of business and its 
changing conditions. For, as capital assumes fixed and 
durable forms, it loses the valuable quality of converti- 
bility, and can no longer be withdrawn from a declin- 
ing business, but is liable to be robbed of its value by 
changes in trade or fashion, or by the exhaustion of natural 
resources which it was used to exploit, or by improvements 
in the methods of industry. All these risks aud disadvan- 
tages demand for many of the permanent investments of 
capital an extra rate of what we may call business insur- 
ance, varying with the degree of the uncertainty and 
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dread of change. Labor is therefore often employed at a 
price far exceeding the ordinary interest on the amount 
of capital which could replace it. The owner of a silver 
mine for these reasons may sometimes wisely hesitate to 
erect labor-saving appliances, even at an annual saving 
of from thirty to fifty per cent, on their cost; while a 
prudent manufacturer will often pass by opportunities to 
save ten per cent., or even twenty per cent., on the ' cost 
of improvements which it is in his power to make. Thus 
the adoption of known improvements by existing estab- 
lishments is often delayed by the expectation of still 
further inventions and discoveries. But in new enter- 
prises undertakers strive to adopt every known or possi- 
ble improvement; and each improvement that is made 
suggests the possibility of further ones. The rapid growth 
and the frequent installation of new plants are among the 
principal causes of the great superiority in many branches 
of American manufacturing practice as compared with 
European, — a superiority which goes far to overcome 
whatever advantages foreign manufacturers may possess 
in cheaper labor and in longer experience. 

But the charges for insurance and for renewals, or wear 
and tear, are not strictly charges for the use of capital, but 
simply a provision to preserve its amount unimpaired. 
Excluding these charges from the cost of using capital, its 
interest remains as the compensation for its use and is 
equal in all its employments at the same time and place. 
The rate of interest varies only with changes in the degree 
of productiveness or in the relative distribution of the 
product between labor and capital. 

Disregarding, therefore, all items of the cost of employ- 
ing auxiliary capital except interest, the law of wages 
assumes this form : The interest on capital and the price of 
labor, in all employments, are fixed by the rates paid for their 
use in those of their actual employments in which they are 
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used indifferently and where, therefore, a given amount of 
either one of them is capable of supplanting the least amount 
of the other ; and the same price is in all cases paid for the 
use of those amounts of each which can in such employments 
be substituted the one for the other. 

Since the time of Ricardo, it has often been said that a 
rise of profits or of interest is only possible through a fall 
of wages. But the very first inference from the foregoing 
law is that high and low interest accompany high and low 
wages, and that the rates of interest and of wages rise 
and fall together. Observation confirms this inference. 
Whether we merely regard the temporary changes in busi- 
ness, or whether we consider the more or less permanent 
condition of things in different countries at the same time, 
or in the same country at different times, it is evident that 
the more general, at least, among the temporary fluctua- 
tions of wages and of interest commonly coincide, and that 
not infrequently the more permanent differences in the rate 
of interest are conjoined with like differences in the rate of 
wages.* So evident is it that interest and wages rise and 
fall together in the ordinary fluctuations of trade, and that 
almost pari passu, that, in order to secure the immediate- 
ness of this result and avoid conflict or friction in readjust- 
ing their rates, the price of labor is frequently regulated 
by a sliding scale, so that it shall respond automatically 
to changes in the state of business and of the price of the 
finished commodities which it helps produce. 

It is evident that changes or differences in the produc- 

* The following is from an article on the early career of W. E. Forster : " It 
is easy to see by the condition of things described . . . clear indications that 
the mischief lay elsewhere than in the inadequacy of the wage fund. . . . Not 
only the seventeen hundred thousand of unemployed people, but also millions 
of idle capital, were, as we have seen, going a-begging for employment. Bank- 
ers and brokers were reported as refusing to take fresh money, and charging 
one or one and a half per cent, for loans on the Stock Exchange, and two and a 
quarter and two and a half for the discount of bills. Capitalists dared not 
embark their capital in any fresh ventures." Contemporary Review, September, 
1886, p. 317. 
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tiveness of industry cannot affect the rate of interchange 
of labor and auxiliary capital. And this is but saying 
that the changes in wages and interest which arise from 
this cause apply equally to both. But not every change 
in wages and interest is due to change in the productive- 
ness of industry. Some changes arise from causes which 
alter the rate of interchange or relative utility of auxiliary 
capital and of labor, and affect wages and interest diver- 
gently. When this is the case, a shifting of the balance 
between labor and auxiliary capital ensues. In some 
employments where that one whose price is relatively 
depressed was already at the least disadvantage, it grows 
in demand under the influence of cheapness, and supplants 
to a greater or lesser degree the one whose price is rela- 
tively augmented, so that a readjustment of equilibrium 
is gradually attained upon a new level. 

To complete the theory of wages, it is necessary to in- 
quire into the nature and the effects both of those causes 
which affect wages and interest concurrently and of those 
which affect them divergently. But before proceeding to 
this task it is incumbent upon us to consider more care- 
fully the exact significance of the law of wages, so far as 
we have already determined it. 

At the beginning of this paper, we recognized that the 
price of labor is not the same thing as the remuneration of 
labor. It is not therefore to be expected that we should 
be able to indicate at the present stage of the inquiry what 
the remuneration of labor — which is the real ultimate ob- 
ject of inquiry — actually is. But we might at least have 
hoped that the law of the price of labor which we have 
been at so much pains to establish would tell what the 
amount of that price is, measured in money. Unfortu- 
nately, the law of wages as above laid down not only fails 
to tell the amount of commodities obtained by the laborer, 
but it does not even tell what amount of money is actually 
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paid for labor. It indicates, and indicates only, the condi- 
tion upon which the price is in equilibrium. But, as this 
condition requires that the wages paid for a certain amount 
of labor should be equal to the interest paid for the use of 
a certain amount of capital, it might seem to be a simple 
step to conclude from this the definite amount of money 
paid for wages. There are, however, two reasons why this 
does not follow. In the first place, our investigation does 
not show what amounts of labor and of capital are equally 
compensated ; and even this knowledge would be useless 
unless we also knew the rate of interest on capital, and 
this we can never ascertain until we also ascertain the rate 
of wages. The rates of interest and of wages are mutually 
dependent, and neither can be definitely ascertained with- 
out at the same time ascertaining the other. Their laws 
are in reality but the two aspects of one and the same 
law, — that, namely, which we have heretofore laid down 
as the law of wages. A little observation will show that, 
while this law applies to wages, it applies conversely 
equally well to interest. 

This may seem a negative and very empty result ; but 
the knowledge which it gives as to the condition of equilib- 
rium between interest and wages is of the utmost impor- 
tance in itself, and also prepares us to enter with good 
hopes of success upon the further inquiry into the causes 
which engage equilibrium to settle at the exact point 
where it does rather than somewhere else. 

IV. 

The theory set forth in the preceding pages involves 
the assumption that in large numbers of operations the 
advantages of using labor and those of using auxiliary cap- 
ital are not so widely separated as to preclude an active 
competition between those different methods of obtaining 
the same results. In some cases, both methods are actually 
and indifferently used under similar circumstances, and 
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their relative cheapness remains in suspense.* Such cases 
are of course limited in number and in extent. In the 
great majority of cases, there must be a difference between 
the cost of using labor and that of using auxiliary capital 
sufficient to be clearly recognized. And, however small 
this difference may be, it will under the same conditions 
always exclude the use of the less favorable method. But 
the conditions may vary; and the relative advantages of 
the two methods may, therefore, often be reversed. 

Nothing, for instance, can be better established than the 
advantage of expensive machinery and plant in the textile 
industries, in transportation, and in the manufacture of 
nails. Yet to this day homespun clothes and rag carpets 
are used alongside of the products of the mills of Bradford 
and of Philadelphia ; the hand nailer still plies his labori- 
ous and ill-paid task at the forges of the Black Country in 
Staffordshire ; and in our own land blacksmiths are still 
probably found who make their own nails. Wagons and 
stages compete with railroads even in this country; while 
in Mexico carriers with packs on their backs and donkey- 
drivers with herds of asses carry freight at less rates than 
railroads, or at least did so recently.! 

Almost every new process passes through a long period 
of trial, in which its comparative merits remain in suspense. 
Only gradually it gains a general acceptance. The old meth- 
ods linger a long time under circumstances where their appli- 
cation continues to present equal or superior advantages. 

* A coal-euttiny machine, or a machine for moulding cast-iron pipes, takes 
the place of a great deal of manual labor. Machines for both these purposes 
are in practical use to a limited extent ; but it is not yet positively demonstrated 
whether they are cheaper or dearer than labor. A decrease in interest, or in 
the other costs of operating them, or an increase in the price of labor, or even 
an interruption in the supply of labor, might insure their general introduction. 
Some operators, it is said, retain them for the especial purpose of averting 
strikes. 

1 1 was told in the City of Mexico that rosin for the use of the gas works 
was brought on asses' backs from the state of Morelos, some fifty miles distant, 
at less charge for carriage than by rail. This was in the spring of 1884. 
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Somewhere the advantages of the old process and of the 
new are about evenly balanced; and there a slight change 
in the cost of either would effect a great change in the rel- 
ative extent to which each is employed. 

About the dividing line where the advantages of machine 
methods and hand methods are evenly balanced, the price 
of labor's services will be found equal to the cost of the 
services of such auxiliary capital as would replace it. This 
line of equilibrium need not long remain stationary. It 
varies with every variation in the price of labor and rate 
of interest; it also varies with every improvement or 
change in the different methods. To-day it probably is 
other than it was yesterday or than it will be to-morrow. 
Machine methods steadily expand at the expense of hand 
methods. The cheapening of machine-made fabrics ban 
ishes from use antiquated homespuns and picturesque 
local costumes. A lowering of railway tariffs will some 
day stop the traffic of the Mexican donkey-driver. A rise 
of wages which should reach the poor nailers of Stafford- 
shire would leave their forges cold and idle forever. 

In many cases, the decision between the different meth- 
ods depends upon the size of the market to be supplied ; 
in others, it depends mainly upon the constancy with 
which tools can be used. While a machine stands idle, 
the interest on its cost keeps running ; but labor can be 
discharged or turned to other work. A power crane rep- 
resents a large class of expensive tools which accomplish 
the work of many men. It can only be used when its em- 
ployment is tolerably constant, but it then effects a great 
saving. A steam plough may sometimes be profitable on 
a large farm, but never on a small one. A type-writing 
machine is only used where much copying is done. A 
calculating machine can only be profitably used where 
many similar calculations are carried on, as in the Massa- 
chusetts Bureau of Labor Statistics. (Report to Colum- 
bus Convention, 1883, pp. 7 and 8.) 
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A reaping machine dispenses with many laborers, with a 
binder attached it dispenses with many more ; but even in 
the United States the use of these machines is not univer- 
sal. They compete to some extent even here with hand 
labor. 

The agricultural processes of different countries are 
among the surest indices of the condition of the laboring 
population. In Germany, it is a common sight to see a cart 
drawn by a woman and a dog: where labor is dearer and 
money more plenty or the people a little easier, a horse 
releases both alike from their unnatural task. In the 
United States, where labor is dear, costly agricultural ma- 
chinery is extensively used, in spite of the smallness of 
the farms : it is much used in England also, because there 
the farms are large ; and wages, although lower than in 
the United States, still far exceed those of other countries. 
In Russia, on the other hand, in Mexico, in Asiatic coun- 
tries, and even in Southern Europe, we find the rudest 
tools : baskets are used instead of wheel-barrows, wooden 
ploughs instead of iron ploughs, or gangs of spade-men 
replace both the ploughs and the beasts which draw them. 
A part of this is no doubt due to sheer stupidity; but 
much is also due to the price of labor and the rates of in- 
terest. The high cost of tools, and especially the difficulty 
of making repairs, in rude countries are additional draw- 
backs to the use of auxiliary capital. 

In no country, perhaps, is common labor so cheap when 
compared with its efficiency as it is in Mexico ; and in few 
are the interest and the risk of employing capital so great. 
Machinery and tools are there of the rudest description. 
Scarcely anything is done by the use of fixed capital which 
it is possible to do by hand. Entirely different methods of 
silver mining and reduction are pursued to the north and 
to the south of the Rio Grande. It is sufficient explana- 
tion that sixty cents a day is higher wages beyond the 
frontier than three dollars on this side for equal work, 
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while the cost of machinery in Mexico is perhaps double. 
Asses are the one form of capital freely used by the Mexi- 
cans, but asses are there relatively as cheap as men. 

The construction of water works affords an instance 
where the comparison of the cost of interest and the cost 
of labor is very direct. It is often a question whether to 
make use of a near source of supply, and pump by steam, 
or to go to a farther source, and utilize gravity. So far 
as cost is concerned, this question resolves itself into a 
comparison between the wages of engineers and firemen 
and the cost of coal (which is mostly wages) in the one 
case, and the interest on a longer pipe line, which may be 
necessary, in the other case. 

In the foregoing examples, the competition between labor 
and capital is palpable and open. But this is not true of 
all the cases where auxiliary capital and labor displace each 
other ; perhaps it is only true of the smaller part of them. 
Sometimes the choice between using auxiliary capital and 
labor assumes the form of a choice between articles pro- 
duced mainly by the use of one or of the other, as is the 
case with the competition between natural gas and coal. 
The cost of mining coal, and especially that of mining soft 
coal, is little else than wages ; while the cost of natural 
gas is almost entirely interest on the plant needed for its 
conveyance. The distance to which natural gas shall be 
carried is a question of the rate of interest and of the price 
of mining coal. Artificial gas, also, is more and more used 
as a substitute for coal ; and its cost is largely interest on 
the expensive plant needed for its manufacture and distri- 
bution. Indeed, of all the many contrivances to save fuel, 
every one results in the outlay of additional capital and in 
economy in the amount of labor employed. 

In the case of lighting, electricity appeals to almost 
exactly the same wants as gas ; but the proportions of cap- 
ital and of labor employed vary greatly between them. 
If a gas plant of given size is worth fifty thousand dollars, 
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and requires the labor of fifteen men in operating it and 
in mining coal, whereas an electric plant supplying the 
same number of lights is worth one hundred thousand 
dollars, and only needs the labor of ten men, who will deny 
that the relative cost of electric lighting and gas lighting 
depends on price of labor and on interest? 

We have so far spoken only of cases where definite 
amounts of labor and of capital supplant each other, either 
directly or indirectly, in producing the same things ; and 
we have been compelled for the sake of clearness to limit 
ourselves to simple and obvious cases. Industrial opera- 
tions, however, commonly involve so many and such vari- 
ous factors that it is difficult or impossible to measure or 
contrast the amounts of labor and of auxiliary capital 
employed in each of the different combinations whereby 
the same things are produced ; and yet it does not follow 
that the influence of their respective cost upon the selec- 
tion made is less strong because it eludes observation. 
Furthermore, there are many cases of the displacement of 
labor or of auxiliary capital, the one by the other, where 
there is really no actual substitution, and where the change 
does not result in producing the same things. While the 
employer seeks every opportunity to substitute labor and 
capital for each other at a profit, he is just as earnest to 
discover and to stop every outlay which fails to yield 
to him the usual rate of profit. He scrutinizes every item 
of his expenditure. If any one item of labor is not repaid 
out of the product together with the usual business profit, 
he dispenses with it. If any auxiliary capital does not 
afford a full profit, he seeks some other use for it. He is 
equally alert in his search for new forms of profitable 
investment, both of the funds thus liberated and of any 
new accumulations. He will devote a part to buying 
labor and a part to employing auxiliary capital. How 
much shall go in each way, and whether in the old or in 
some new proportion, depends, in great part at least, upon 
the rates of wages and of interest. 
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One of the ways in which capital may be diverted from 
the payment of wages to auxiliary uses without directly 
supplanting any definite portion of labor is in the case of 
buildings. Where interest is high, there is too much use 
for money to sink it in costly buildings. We put up with 
cheap temporary structures. The reverse is the case where 
interest is low. In no country, perhaps, does the cost of 
employing capital both as to interest and as to risk bear 
so low a ratio to the price of labor as in England. Con- 
sequently, there is a lavish expenditure in fixed capital. 
An American arriving in England wonders at the massive 
docks on the Mersey ; and he hears with amazement that 
the average cost of English railroads is two hundred thou- 
sand dollars per mile. But even in America the rate of 
interest has of late approximated to that which prevails 
abroad, while no similar reduction has occurred in the 
cost of labor. Therefore, rough sheds give place to costly 
depots of brick and stone ; ten-story office buildings and 
apartment houses rise in our cities ; and the steam ferries 
and wooden trestles which formerly carried our railroad 
trains are replaced by iron bridges costing hundreds of 
thousands of dollars. 

But it is not only by the use of fixed instruments that 
capital is withdrawn from the purchase of labor. This is 
just as effectively done when large stocks of materials and 
goods are kept on hand, whereby the movement of circu- 
lating capital is retarded, and its distribution in wages 
made less frequent. Merchants and speculators may keep 
on hand larger or smaller stocks of goods. Manufacturers 
and shippers may hasten or slacken the processes of man- 
ufacture and transportation. All will be guided by the 
expectation of gain ; and this reduces itself to a compari- 
son of the interest it will cost to carry their wares with the 
saving in other costs of production, or with their estimate 
of the prospective advance in the price. 

Where the processes of productive industry can be 
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hastened by the use of additional labor, as in floating logs 
down the rivers of Maine and New Brunswick, the ques- 
tion is whether the cost of such labor will or will not 
equal the interest saved. Where by protracting the 
duration of a process its products gain in quality and 
value, as happens with leather and wine, the choice of 
processes depends upon the comparison of the enhance- 
ment of value with the additional interest. In different 
countries a different selection may be made. 

"When interest is low and wages high, the employment 
of superfluous or unnecessary labor is carefully avoided ; 
but large stocks of goods are freely kept on hand, both 
for productive and for speculative purposes. Low rates 
for money notoriously foster speculation; but, when a 
flurry comes over the money market, operators hasten to 
realize. In Europe, low rates of interest lead to a more 
general adoption than is usual here of the slower and the 
more perfect processes. In Scotland, vast quantities of 
pig iron are carried "in store," as a speculative invest- 
ment, with the expectation of making interest on capital 
out of the rises in price which occur from time to time. 
Our Southern States are the world's chief producers of 
cotton ; but the bulk of the crop soon gravitates to Eng- 
land, where the world's stock is mostly carried because of 
the difference in the rate of interest, which in the interior 
of Texas is not less than ten or twelve per cent., and in 
England is not more than three or four. 

Where interest is high and wages are low, as measured in 
money or exchange value, there we find a scarcity of 
implements and scanty stores of goods ; but labor is there 
used with profusion alike in productive and in unproduc- 
tive employments. More hands are employed to do the 
same useful tasks, supernumeraries and drones are more 
readily tolerated, and domestic servants are employed in 
greater numbers. In Russia or Mexico or India, coun- 
tries where labor is exceedingly cheap, a gentleman 
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scarcely ever travels without being accompanied by one or 
more servants; but he will find the hotels devoid of the 
most necessary and simplest articles of furniture. The 
feudal nobles were often poor in money, and their house- 
holds were wanting in many conveniences which every 
mechanic's home can now afford, but, on the other hand, 
they were surrounded by domestics and retainers of high 
and low degree, in numbers which would be ruinous to 
the wealthiest nobles or bankers of our time. It was 
only possible to bear the charge of all this throng of fol- 
lowers and menials because the cost of labor was small. 
Remuneration, the food, clothing, and shelter obtained, 
may for the habits of that time have been ample ; but it 
was paid in commodities which the feudal proprietor 
could have used in no other way. The money value of 
his herds and of his lands and crops was next to nothing : 
they could not be exchanged for money or for goods, and 
could only be used in this way, to swell his pomp and 
uphold his dignity and power. 

"We have hitherto spoken chiefly of the choice between 
different methods of producing the same commodity or 
commodities which are virtually the same. This is guided 
solely by the preference for cheapness. 

The choice between industries which produce different 
commodities is guided in much the same manner. The 
amount which men desire of any particular commodity 
varies as its price varies. But cheapness is not here the 
sole motive of choice, and variations in price do not influ- 
ence the demand for every commodity in the same degree. 
The demand for bread is but little affected by price ; but 
the demand for seats at the opera is affected very greatly. 

Observe how greatly the proportions of labor and of 
auxiliary capital employed in different industries vary. In 
growing wheat or raising garden produce, apart from the 
value of land, the outlay consists almost entirely of labor ; 
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but in pasturage, on the other hand, an utterly insignifi- 
cant amount of labor under some conditions is sufficient 
to care for vast sums of capital, as is the case on Western 
ranches or on Australian sheep-runs. The lace-maker 
requires no capital but a cushion and some thread. The 
prospector in our Western mining regions requires no 
capital but a grub stake and a pick and spade and basin. 
Little more capital than this is needed by the fisherman 
and the hunter. In making roads or in building dams 
or embankments, very little capital sets in motion great 
amounts of labor. On the other hand, in operating a 
railroad, a vast amount of capital is operated by a few 
laborers. In a water works, the proportion of labor is still 
less. In a water works on the gravity system, a plant 
worth one hundred thousand dollars may sometimes be 
readily managed by a couple of men. 

It is not necessary to inquire here what may be the 
extent and the limits of the influence which cheapness 
exerts upon the choice between industries. It is sufficient 
to observe that, so far as this influence extends, low 
interest and a high price of labor encourage industries 
which employ large capitals and small amounts of labor, 
and men indulge freely in those gratifications which such 
industries provide ; but that high interest and low-priced 
labor stimulate industries which employ much labor and 
little capital. 

The choice between industries producing different com- 
modities by different proportions of labor and capital, so 
far as it is guided by cost, is therefore decided in the same 
way as the choice between different methods of producing 
the same commodity ; namely, by the relative cost of labor 
and of interest. Were it impossible that labor and auxil- 
iary capital should supplant each other in the production 
of a single commodity, the demand for labor and for the 
use of auxiliary capital would still depend upon their 
relative cost or price ; for it would depend absolutely and 
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directly upon the demand for the different commodities 
into which each respectively enters the most largely, and 
this demand, always supposing desire to be governed by 
cheapness alone, would depend in turn upon the price of 
labor and of interest. The relative demand for labor and 
for auxiliary capital would still depend upon the price of 
their use ; but the process would be a little less direct than 
where the choice lies between different methods of the 
same industry. 

The law of the price of labor would then assume this 
form : Equilibrium can only exist in the price of labor and 
in the price of using capital when it is impossible to augment 
the sum of gratifications by supplanting industries employing 
a large proportion of one by industries employing a large 
proportion of the other. 

Among the industries between which desire is evenly bal- 
anced, there are some in which labor predominates, and 
some in which capital predominates. The price of labor 
which toill produce any gratification in the former indus- 
tries equals the cost of using capital to produce in the 
latter other gratifications equally esteemed by human desire. 
And the same prices will be paid for the use of labor and for 
the use of capital in all their employments as are paid for 
them here. 

If the price of labor be excessively high, the price of 
those commodities into which labor most largely enters 
will also be high, and the demand for them will slacken. 
Employers will withdraw capital from their production in 
order to embark it in industries using a greater proportion 
of auxiliary capital. The demand for labor and its price 
will fall, and the use of auxiliary capital will grow at its 
expense until equilibrium is restored. Thus every depart- 
ure of wages from their normal rate works its own cure. 

But, in so far as desire rejects the guidance of cheapness 
and is led by the various human appetites, it may, accord- 
ing to the nature of those appetites, direct industry into 
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channels requiring much labor or into others requiring 
much capital. In the first case it stimulates and in the 
latter case it depresses the demand for labor. But the 
further consideration of this point lies without the scope 
of this paper. 

V. 

In this paper we have treated the wages question as a 
special case of the law of value and subject to the opera- 
tion of supply and demand. We recognized at the outset 
that supply, being for moderate periods of time constant, 
the market price depends upon the demand, while the 
demand in its turn always depends upon price; and we 
set about finding the condition upon which equilibrium 
would establish itself in these things. In so doing, we 
were obliged to define wages ; and, in the only sense in 
which wages influence demand, they mean the money price 
of the services of labor. 

We have seen that capital and labor compete with each 
other for employment, being able often to supplant each 
other and to render the same or equally desirable services ; 
and we have noticed how greatly the amounts vary of the 
capital and of the labor which can do this in different 
employments. 

Where the smallest amount of capital will supplant the 
largest amount of labor, there the advantage of employing 
capital is greatest, and there capital will be exclusively 
employed : where the least amount of labor will supplant 
the largest amount of capital, there the advantage of labor 
is greatest, and there labor will be exclusively employed. 
The advantages of labor over capital and of capital over 
labor shade off from these points in an infinite number of 
successive and minute gradations until they finally merge 
at a point where labor and capital can be indifferently 
used with equal advantage and profit to the employer. 

At this point, the same price must be paid for the 
services of labor as for the same or for equal services ren- 
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dered by capital. We accordingly reach this formula: 
The same price, whether it be called wages or interest, is 
paid for that amount of labor and for that amount of capital 
which can supplant each other and render the same services 
in those industries where their relative superiorities merge, 
or which can in different industries render services equally 
esteemed by effective desire. And the same prices as are 
paid in these cases for labor and for the use of capital are 
also paid for them in all their other employments. 

It seems to follow from this that in a certain sense 
wages and interest are the same thing ; that is to say, that 
they are paid indifferently by the employer for services 
which, although rendered by very diverse and competing 
agencies, are to him equivalent. This conclusion accords 
with the fact that high or low rates for interest and for 
wages often coincide, and that their fluctuations to a great 
extent happen and progress concurrently. 

To complete the theory of wages, it remains to inquire 
at what point labor and capital do actually supplant each 
other, and what are the causes of wages and interest being 
really high or low. These causes are all comprised in the 
state of nature and of the arts, in the supplies of labor 
and of capital, and in the character of human appetites. 
Space forbids our entering further upon these topics 
here. 

Stuart Wood. 



